
58 July - September,  2024 The Journal of Indian Institute of Banking & Finance

Summary of Advanced Management Programme 
(AMP) Project Report 

“Cash Flow-Based Credit Underwriting Models for MSMEs: A Paradigm Shift in 
Credit Access and Financial Inclusion”

Year: 2023-24
AMP Project completed by: Mr. Navneet Bhushan, Chief Manager, Union Bank of India.

Guided by: Mr. Tara Prasad Misra, Former Principal, Baroda Apex Academy, Bank of Baroda.

The financial environment for Micro, Small and 
Medium Enterprises (MSMEs) is undergoing rapid 
transformation. Traditionally, these businesses have 
faced difficulties in securing credit due to conventional 
lending practices, which often emphasize collateral 
and balance sheet reviews. This approach frequently 
overlooks smaller businesses that lack substantial 
assets or formal financial documentation. In response 
to this gap, Cash Flow-Based Lending (CFBL) has 
emerged as a revolutionary solution. CFBL shifts the 
focus to the cash flow performance of businesses, 
rather than relying solely on physical assets or past 
credit history, offering a more inclusive, adaptable and 
predictive method for evaluating creditworthiness.

The Need for Cash Flow-Based Lending in 
MSME Financing

Micro, Small and Medium Enterprises (MSMEs) 
play a crucial role in India’s economy, contributing 
significantly to manufacturing, employment and 
exports. As of FY 2023-24, MSMEs made up 40.83% 
of India’s total manufacturing Gross Value Added 
(GVA), showing a slight increase from 40.3% in FY 
2021. Additionally, they contributed 45.56% of India’s 
total exports during the first half of FY 2023-24. The 
sector’s role in job creation is also substantial, with 
15.5 crore jobs registered on the Udyam Registration 
Portal by December 2023.

Despite their importance, MSMEs face ongoing 
challenges in securing credit. The International 

Finance Corporation (IFC) estimates a credit shortfall 
of INR 280 billion in the Indian MSME sector, 
highlighting the pressing need for more accessible 
financing models. Traditional lending methods, 
such as Asset-Based Lending (ABL) and Balance 
Sheet Lending (BSL), typically require businesses 
to offer substantial collateral, provide extensive 
financial documentation and maintain strong credit 
histories. These requirements often exclude smaller 
enterprises, especially in retail, services and small-
scale manufacturing, which may lack sufficient assets 
or formal financial records. As a result, many MSMEs 
are shut out from conventional credit channels, which 
hampers their ability to grow, innovate and scale their 
operations effectively.

To address this gap, there is a clear need for 
alternative lending models that can accommodate 
the unique financial profiles of MSMEs and provide 
them with the necessary financial support to thrive.

Cash Flow-Based Lending: A Tailored 
Solution

Cash Flow-Based Lending (CFBL) addresses the 
limitations of traditional lending models by shifting 
the focus from collateral and credit history to a 
borrower’s cash flow. This approach evaluates both 
past and projected cash flows to assess a business’s 
ability to meet its financial obligations, providing a 
clearer and more accurate view of the company’s 
operational performance. Instead of relying on the 



59July - September,  2024The Journal of Indian Institute of Banking & Finance

strength of a balance sheet, lenders can base their 
credit decisions on actual revenue generation, making 
CFBL more attuned to the real financial health of the 
business.

CFBL is particularly advantageous for MSMEs that 
are asset-light or operate in industries with irregular 
or seasonal revenue patterns. By customizing loan 
products to fit the unique cash flow cycles of these 
businesses, CFBL offers flexible loan terms and 
repayment schedules that align with the borrower’s 
income streams. This flexibility reduces the risk of 
default, allowing for better loan management and 
repayment, particularly for businesses that experience 
fluctuating cash flows due to seasonal demands.

Moreover, CFBL enhances financial inclusion by 
enabling businesses without substantial collateral or 
formal financial records to access credit. This model 
empowers smaller enterprises to secure financing, 
which they can then use to invest in growth, innovation 
and productivity. In doing so, CFBL not only helps 
bridge the credit gap but also promotes job creation 
and economic expansion, supporting the long-
term development of the MSME sector. As MSMEs 
continue to play a vital role in India’s economy, CFBL 
emerges as a transformative solution for ensuring 
sustainable growth and financial accessibility across 
the sector.

Comparative Analysis: CFBL vs. Traditional 
Lending Models

Asset-Based Lending (ABL) relies heavily on the 
borrower’s ability to provide physical assets such 
as property, machinery or inventory as collateral. 
While this model works well for large companies with 
significant assets, it often excludes MSMEs that may 
not have sufficient collateral to pledge. Additionally, 
ABL requires extensive documentation, appraisals 
and lengthy due diligence processes, making it less 
efficient and more cumbersome for MSMEs in need 
of quick capital to manage cash flow gaps.

Balance Sheet Lending (BSL), on the other 
hand, involves a comprehensive evaluation of a 
borrower’s assets, liabilities and equity to determine 
creditworthiness. BSL is typically used for long-
term, larger loans but is not always suitable for 
short-term financing needs. It focuses more on the 
overall financial position of the business rather than 
its immediate cash flow requirements, making it less 
adaptable to businesses that experience seasonal 
revenue fluctuations or unpredictable cash flows.

In contrast, Cash Flow-Based Lending (CFBL) offers 
several distinct advantages:

• No Collateral Requirement: CFBL does not 
rely on physical assets, making it accessible to 
a wider range of MSMEs, especially those that 
are asset-light or operate in service-oriented 
sectors.

• Faster Loan Processing: Without the need 
for extensive collateral appraisals, CFBL loans 
can be processed and disbursed more quickly, 
providing timely access to capital for businesses 
facing urgent cash flow needs.

• Flexibility in Loan Terms: CFBL can be tailored 
to align with the cash flow cycles of the borrower, 
allowing for more adaptable repayment 
schedules that reduce the risk of default during 
periods of low revenue.

• Higher Predictive Accuracy: By focusing on 
actual and projected cash flows, CFBL offers a 
more accurate assessment of a business’s ability 
to meet its financial obligations, improving credit 
risk management.

Types of CFBL Lending Products

CFBL encompasses a wide array of financial products 
designed to cater to the diverse needs of MSMEs. 
These products range from short-term working capital 
loans to innovative solutions like Buy Now, Pay Later 
(BNPL) and Merchant Cash Advances (MCA).
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• Working Capital Loans: These are short-term 
loans designed to help businesses manage their 
daily operational expenses, such as payroll, rent 
and inventory purchases. CFBL working capital 
loans are particularly effective for businesses 
with seasonal cash flow fluctuations, as the 
loan terms can be customized to align with the 
borrower’s revenue patterns.

• Buy Now, Pay Later (BNPL): BNPL is an 
emerging CFBL product that allows businesses 
and consumers to make purchases and defer 
payments. For MSMEs, BNPL can facilitate cash 
flow management by allowing them to purchase 
necessary goods or services without immediate 
payment, enabling them to manage operational 
costs more effectively.

• Merchant Cash Advances (MCA): MCA is a 
popular CFBL product in which businesses 
receive an advance on future credit card sales. 
Repayments are made as a percentage of daily 
sales, making it an ideal solution for businesses 
with fluctuating revenues. MCA provides quick 
access to capital without the need for traditional 
collateral or extensive documentation.

• Turnover-Based Loans: These loans are 
based on the borrower’s revenue, as evidenced 
by GST records, Point-of-Sale (POS) data 
and transaction histories. Lenders assess the 
borrower’s financial health by analyzing turnover 
patterns, allowing them to offer tailored loan 
amounts and repayment terms.

• Trip Financing for Logistics Firms: This type 
of financing is particularly useful for logistics 
companies that need capital to cover operational 
expenses like fuel, maintenance, and tolls during 
long trips. Trip financing is based on projected 
cash flows from trips, offering a flexible and 
scalable credit solution for the logistics sector.

Empowering MSMEs Through Cash Flow-
Based Lending

CFBL is particularly advantageous for micro-
entrepreneurs and small businesses that often face 
barriers in accessing traditional credit. For businesses 
operating in sectors like retail, e-commerce or 
hospitality, where cash flow can be highly variable, 
CFBL provides a flexible financing option that can 
be customized to match revenue cycles. By focusing 
on cash flow, rather than collateral, CFBL enables 
micro-entrepreneurs to access the capital they need 
to grow their businesses and manage working capital 
more effectively.

In India, the potential impact of CFBL is immense, 
especially for asset-light businesses such as kirana 
stores and small retail shops, which may lack 
the collateral required for traditional loans. CFBL 
democratizes credit access, promoting financial 
inclusion by providing loans based on the business’s 
cash flow rather than its assets. This inclusivity is 
crucial for rural and semi-urban businesses that 
often face higher barriers in accessing formal credit 
channels.

Role of Technology in Enhancing CFBL

The role of technology in enhancing Cash Flow-Based 
Lending (CFBL) has become increasingly significant 
with the rapid digitalization of financial services and 
the introduction of regulatory frameworks by the 
Reserve Bank of India (RBI). Two key advancements 
in this space are the Account Aggregator (AA) 
framework and the Public Credit Registry (PCR), 
both of which are revolutionizing credit underwriting 
for MSMEs by offering seamless access to real-time 
financial data.

Account Aggregator (AA) Framework

The Account Aggregator system, launched 
under RBI’s supervision, enables individuals and 
businesses to securely share their financial data with 
lenders using a consent-based framework. With 
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financial information scattered across institutions, 
AAs consolidate data from sources like GST returns, 
income tax filings and bank statements, providing a 
unified and transparent view of a borrower’s cash 
flow. By simplifying access to data, AAs reduce the 
need for cumbersome documentation, making the 
loan approval process faster and more efficient.

AAs operate as data fiduciaries, ensuring that 
financial data is shared only with the borrower’s 
explicit consent. This aligns with the RBI’s push for 
data security and user-centric models under India’s 
Data Empowerment and Protection Architecture 
(DEPA), which aims to empower users to control how 
their data is used in financial services.

This framework is particularly transformative for 
MSMEs, which often struggle to maintain formal 
financial records. By allowing lenders to assess cash 
flows directly, AAs enable broader credit inclusion for 
MSMEs, reducing dependency on traditional metrics 
like collateral.

Public Credit Registry (PCR)

The Public Credit Registry (PCR), initiated by the 
RBI, further enhances CFBL by centralizing credit 
information into a single repository. The PCR collects 
data from banks, Non-Banking Financial Companies 
(NBFCs) and other lending institutions, consolidating 
it into a comprehensive record of borrowers’ credit 
histories, repayment behaviours and financial 
activities.

The introduction of PCR is aimed at improving 
transparency in credit assessments and fostering 
fair lending practices. By integrating cash flow data 
with a borrower’s overall credit profile, the PCR 
enables lenders to make more accurate and data-
driven lending decisions, ensuring that businesses 
with strong cash flows but limited collateral can still 
access credit. The system also helps detect early 
signs of financial distress, allowing lenders to mitigate 
risks proactively.

Technological Impact on Fair Lending 
Practices

The integration of technology through the AA 

framework and PCR has also advanced fair lending 

practices. The use of objective financial data 

minimizes the potential for bias or discrimination 

in lending decisions, which has historically been 

a barrier for smaller enterprises and marginalized 

borrowers. By basing creditworthiness on real-time 

cash flow information and operational performance, 

lenders can offer transparent, equitable access to 

credit.

Additionally, these technologies help lenders 

comply with RBI’s guidelines for Priority Sector 

Lending (PSL), which mandates a certain portion of 

loans be directed toward sectors like MSMEs. The 

AA and PCR systems enable more efficient tracking 

and verification of PSL compliance, ensuring that 

financial institutions can effectively channel funds 

to underserved sectors.

RBI’s Regulatory Sandbox and Fintech 
Collaborations

RBI’s Regulatory Sandbox initiative, which fosters 

innovation in financial technologies, has seen 

fintechs leveraging CFBL models to create more 

inclusive credit products. Recent cohorts under 

the sandbox, focusing on MSME lending, have 

developed tools that integrate AI-driven credit 

scoring with cash flow analysis to streamline 

lending further and reduce risk.

For example, entities participating in the sandbox, 

such as FinAGG Technologies and Moshpit 

Technologies, are using real-time data analysis 

to offer tailored credit products to MSMEs. These 

innovations, in line with RBI’s efforts, are designed to 

address the credit gap in the MSME sector and make 

financing more accessible to businesses without 

traditional financial backgrounds.



62 July - September,  2024 The Journal of Indian Institute of Banking & Finance

Key Findings and Implications

The ongoing adoption of Cash Flow-Based Lending 
(CFBL), driven by advancements in technology and 
regulatory support, is creating profound implications 
for the financial sector, especially for MSMEs. Here 
are the latest insights based on recent developments:

• Enhanced Predictive Power

With the integration of real-time financial data through 
Account Aggregators (AA) and the Public Credit 
Registry (PCR), CFBL models have significantly 
improved their predictive accuracy. By focusing on 
cash flows rather than collateral, lenders can assess 
the operational performance and true financial health 
of businesses more effectively. This approach allows 
for a deeper understanding of a borrower’s ability to 
meet obligations, which reduces default risks and 
strengthens credit risk management. This enhanced 
predictive power is particularly beneficial for MSMEs 
with volatile or seasonal cash flows.

• Greater Financial Inclusion

CFBL has become a game-changer for financial 
inclusion by enabling businesses without collateral or 
formal credit histories—such as micro-entrepreneurs, 
startups, and rural enterprises—to access credit. The 
focus on cash flow data, such as GST filings, bank 
statements, and income tax returns, opens the doors 
to financing for a broader range of borrowers who 
might have been excluded under traditional lending 
models. The RBI’s regulatory initiatives, such as the 
AA framework and digital lending innovations, ensure 
that financial institutions can efficiently service these 
underserved markets, addressing the credit gap that 
has long plagued the MSME sector.

• Promotion of Fair Lending Practices

The shift toward objective financial data in CFBL, 
particularly through the AA and PCR frameworks, 
promotes fair lending practices. Lenders now base 
their decisions on concrete cash flow insights rather 

than subjective factors like collateral availability or 
historical credit scores, minimizing potential bias. This 
data-driven approach ensures that credit access is 
equitable, allowing businesses to be evaluated purely 
on their financial merit. This aligns with RBI’s broader 
goals of ensuring financial stability and consumer 
protection, as seen in their efforts to regulate the 
growing digital lending ecosystem.

• Operational Efficiency and Speed

One of the most significant advantages of CFBL is the 
operational efficiency it brings to the lending process. 
Digital frameworks, like the AA and PCR, streamline 
the collection and sharing of financial data, reducing 
the paperwork burden and manual documentation 
that typically slow down loan approvals. The use of 
automation and data analytics also allows for faster 
credit decision-making. As a result, businesses—
especially MSMEs—experience quicker access to 
capital, enabling them to seize opportunities and 
manage cash flow needs more effectively. The RBI’s 
regulatory sandbox has further supported fintech 
innovation in this area, fostering tools that integrate AI 
and machine learning to optimize credit assessments.

Conclusion

The Cash Flow-Based Lending (CFBL) model marks 
a transformative leap in financing for MSMEs, offering 
a more inclusive, flexible and accurate approach 
compared to traditional asset-based lending. By 
prioritizing a business’s cash flow over collateral or 
credit history, CFBL opens doors for MSMEs that 
have long been excluded from formal credit avenues. 
In a landscape like India’s, where MSMEs are integral 
to economic growth but often struggle to access 
credit, CFBL provides a tailored solution to bridge the 
financing gap.

The integration of advanced technologies, such 
as the Account Aggregator framework and Public 
Credit Registry, has further enhanced the efficiency 
and reliability of CFBL. These innovations not only 
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streamline the loan approval process but also ensure 
fair and transparent lending practices. CFBL’s 
predictive power, financial inclusivity, and operational 
efficiency make it a critical tool for fostering MSME 
growth and driving broader economic development.
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BANK QUEST THEMES
The themes for “Bank Quest” are identified as:

1. October – December, 2024: Emerging opportunities for savings and investments 

2. January – March, 2025: Cyber Risk Management


